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ECONOMIC ANALYSIS

SELIC is left unchanged at 11%; the tightening cycle is over
(for now)
Enestor Dos Santos

After having gradually increased the SELIC rate by 375bp since April 2013, the Monetary Policy
Committee (COPOM) decided to leave it at 11.0%, as we and most analysts foresaw. The
accompanying statement signaled that a new dose of monetary tightening could be introduced not very
far ahead, in line with our view that the SELIC will start to be adjusted upwards again no later than at the
beginning of 2015.

The pause was expected, but the communiqué was somewhat surprising

The communiqué of the decision to leave policy interest rates at 11.0% was as follows: "Considering the
evolution of the macroeconomic scenario and the outlook for inflation, the COPOM decided
unanimously, at this moment, to maintain the SELIC rate at 11%, with no bias". The main surprise was
the introduction of the expression “at this moment”. In other recent statements (January and March of
2014) that expression was used to signal a forthcoming change in the pace of the monetary adjustment
process, as a sign of no commitment to taking the same exact decision in the following meeting.
Therefore, we take the introduction of “at this moment” in the communique, as an open door for the
COPOM to increase the SELIC further anytime soon, if the inflation outlook requires so.

We forecast an unchanged SELIC during 2014 and additional adjustments to take it to 12.25% in 2015
The magnitude of the monetary tightening cycle that started in April 2013, when the SELIC was at
7.25%, and lasted until April 2014, when the SELIC reached 11.0%, is similar or even larger than in the
magnitude of the previous tightening cycles (375bp from Sep/04 to May/05; 250bp from Apr/08 to
Sep/08; 375 Apr/10 to Jul/11). However, differently from the past, this time analysts expect inflation to
not decelerate sharply ahead: inflation is currently at 6.3% YoY and expectations for inflation 12-months
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ahead are at 6.0% YoY, according to the consensus. At the end of the last three tightening cycles the
difference between observed and expected inflation was much higher (between 1.0p.p and 3.0pp),
showing that markets were then more confident on the impact of monetary policy on inflation than now
(see our 2Q14 Brazil Economic Outlook, p.12-13 for more details) . Resilient expectations, pressures
coming especially from administered-price inflation and the impact of the depreciation of exchange rate
on tradable prices (in spite of the recent appreciation, which we see as temporary), and the gradual
normalization of monetary conditions in the US should force the COPOM to hike the SELIC again not
very far ahead. In our view, the most likely scenario is one with an unchanged SELIC at 11.0% during
2014 and a new round of adjustments taking it to 12.25 at the beginning of 2015. However, yesterday’s
communique suggests that this additional adjustment could be adopted earlier than we expect.
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data,
opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,

regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and should be

considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context or

market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of

any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under
no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities
offering investment products to these potential investors are legally required to provide the information needed for them to take an

appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases
where it is legally permitted or expressly authorized by BBVA.
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